Michigan Community College
Risk Management Authority

Financial Report
with Additional Information
June 30, 2004

glante

moran




,\

Michigan Community College
Risk Management Authority

Contents

Report Letter |
Management’s Discussion and Analysis 2-5
Financial Statements

Balance Sheet 6

Statement of Revenue, Expenses, and Changes in Fund Net Assets 7

Statement of Cash Flows 8

Notes to Financial Statements 9-14
Report Letter 15
Additional Information

Schedule of Changes in Members’ Funds on Deposit - By Member 16

plante
Thoran




-~

Plante & Moran, PLLC

plante Suite 500
M— . 2601 Cambridge Court
Auburn Hills, Ml 48326

moran Tel: 248.375.7100
Fax: 248.375.7101

plantemoran.com

Independent Auditor’s Report

To the Board of Directors
Michigan Community College
Risk Management Authority

We have audited the accompanying balance sheet of the Michigan Community College Risk
Management Authority as of June 30, 2004 and the related statements of revenue, expenses, and
changes in fund net assets and cash flows for the year then ended. These financial statements
are the responsibility of the Authority’s management. Our responsibility is to express an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Michigan Community College Risk Management Authority at June 30,
2004 and the results of its operations and its cash flows for the year then ended, in conformity
with accounting principles generally accepted in the United States of America.

As described in Note 2, the Michigan Community College Risk Management Authority has
implemented a new financial reporting model, as required by the provisions of GASB Statement
No. 34, Basic Financial Statements - and Management’s Discussion and Analysis - for State and Local
Governments, and related statements, as of July |, 2003.

74&% f M, PLeLe

August 4, 2004

A member of

A worldwide association of independent accounting firms




Michigan Community College
Risk Management Authority

Management’s Discussion and Analysis

As management of the Michigan Community College Risk Management Authority (the
“Authority”), we offer readers of the financial statements this narrative overview and analysis of
the financial activities of the Authority for the fiscal year ended June 30, 2004. We encourage
readers to consider the information presented here in conjunction with the audited financial
statements, which immediately follow this section.

Using this Annual Report

The Authority administers a risk management fund that provides members with loss protection
for general and auto liability, motor vehicle physical damage, and property. The Authority
functions primarily as a claims servicer for members and as a purchasing agent for the acquisition
of reinsurance. This annual report consists of a series of financial statements. The balance sheet
and statement of revenue, expenses, and changes in fund net assets provide information about
the financial activities of the Authority. This is followed by the statement of cash flows, which
presents detailed information about the changes in the Authority’s cash position during the year.

Financial Overview

This annual report consists of three parts - management’s discussion and analysis (this section),
the basic financial statements, and additional information.

The Authority’s activity is maintained in two funds, the Member General Fund and the Stop-loss
Fund. The basic financial statements, which follow this section, provide both long-term and
short-term information about the Authority’s financial status. These basic financial statements
report information about the Authority using the accrual method of accounting, in accordance
with accounting principles generally accepted in the United States of America. The three basic
financial statements presented are as follows:

e Balance Sheet - This statement presents information reflecting the Authority’s assets,
liabilities, and fund net assets.

e Statement of Revenue, Expenses, and Changes in Fund Net Assets - This statement
reflects the operating and nonoperating revenue and expenses for the previous two fiscal
years. Operating revenue consists of member contributions, with the major sources of
operating expenses being claims and claims adjustment expenses, general and administrative
expenses, and reinsurance costs. Nonoperating revenue consists primarily of investment
income.

e Statement of Cash Flows - The statement of cash flows is presented on the direct method
of reporting, which reflects cash flows from operating activities. Cash collections and
payments are reflected in this statement to arrive at the net increase or decrease in cash for
the fiscal year.
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Michigan Community College
Risk Management Authority

Management’s Discussion and Analysis (Continued)

Condensed Financial Information

The financial statements report the Authority’s fund net assets and how they have changed.
Fund net assets - the difference between the Authority’s assets and liabilities - is one way to
measure the Authority’s financial health, or position. Over time, increases or decreases in the
Authority’s fund net assets are an indicator of whether its financial health is improving or
deteriorating, respectively. Summarized financial information is as follows:

Net Assets Changes in Fund Net Assets
(in thousands) (in thousands)
As of June 30 2004 2003 Year Ended June 30 2004 2003
Total assets $8,71 1 $8,054 | Total revenue $3,658 | $3,489
Total liabilities $6,884 $6,236 | Total expenses $3,648 | $3,325
Fund net assets $1,827 $1,818 | Increase in fund net assets $10 $164

In addition to fund net assets, when assessing the overall health of the Authority, the reader
needs to consider other nonfinancial factors such as the legal climate in the state, the general
state of the financial markets, and the level of risk prevention undertaken by the Authority and
its members.

The Authority cannot control the first two factors. However, since its inception, the Authority
has been a leader in implementing aggressive risk prevention programs. Outside consultants
work with members in developing and implementing training in many areas specific to
community colleges.

Condensed Comparative Financial Highlights

e Overall, members’ funds on deposit increased by $744,000 (14.1 percent) from $5,250,000
to $5,994,000.

e The Stop-loss Fund increased by approximately $10,000 (.5 percent) from $1,818,000 to
$1,827,000.

e Total stop-loss and claims servicing revenues increased by $114,000 (3.3 percent) from
$3,393,000 to $3,507,000.

e Stop-loss claim payments, net of reinsurance and stop-loss fund recoveries, increased by
$247,000 from $273,000 to $520,000.

e Outside reinsurance increased by $48,000 from $2,604,000 to $2,652,000.
3
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Michigan Community College
Risk Management Authority

Management’s Discussion and Analysis (Continued)

o Investment income of $680,000 was earned this year as compared to $415,000 in the prior
year, which was an increase of $265,000. Of the $680,000 earned this year, $529,000 and
$151,000 was credited to members’ funds on deposit and the Stop-loss Fund, respectively.

Cash and Cash Equivalents and Investments

Cash and cash equivalents and investments comprise the most significant numbers in the asset
section of the Authority’s balance sheet.

Accordingly, the Authority uses investment and other consultants to manage their stock and
bond portfolios. The consultants must adhere to investment guidelines established by the
Authority’s Board of Directors. Investment results are reviewed by the Board of Directors on a
quarterly basis.

Reserves

The Authority, as an entity, carries no risk and therefore has no reserves. The Authority
receives an annual letter from an actuary confirming that no reserves are required.

Budgetary Highlights
The budget for the year ended June 30, 2004 was approved by the Board of Directors, based on

stop-loss and members’ funds on deposit activity, at their July 2003 meeting. There were no
subsequent changes to that budget.

Budgeted Actual Variance
Revenues $4,114,420 $4,127,093 $12,673
Expenses:
Liability reinsurance 1,086,230 1,086,230 -
Property reinsurance 1,509,815 1,516,142 (6,327)
Auto physical damage reinsurance 10,377 10,377 -
Stop-loss Fund transfer 377,893 379,045 (1,152)
State-mandated fees 35,600 38,847 (3,247)
Operating expenses 473,587 475910 (2,323)
Total expenses 3,493,502 3,506,551 13,049
Total available for members’ loss funds $620918 $620,542 ($376)
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Michigan Community College
Risk Management Authority

Management’s Discussion and Analysis (Continued)

Capital Assets

The Authority contracts out all of its operational and treasury functions and, consequently, does
not own any capital assets.

Economic Factors

¢ The Authority’s revenue base increased by 8.7 percent as a result of an increase in existing
members’ revenues and the addition of a new member.

* Reinsurance costs and member exposures are expected to increase moderately for the 2005
fiscal year.

All these factors were considered in preparing member contribution projections for the 2005
fiscal year.

Contacting the Authority’s Management

This financial report is designed to provide our members, customers, and the general public with
a general overview of the Authority’s finances and to demonstrate the Authority’s accountability
for the money it receives. If you have questions about this report or need additional
information, contact the Authority’s office at 14001 Merriman Road, Livonia, Michigan 48154.
The telephone number is (734) 513-0300.
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Michigan Community College
Risk Management Authority

Assets
Cash and cash equivalents (Note 3)
Investments (Note 3)
Accrued interest receivable

Receivables from reinsurers
Members' loss contribution receivable

Total assets
Liabilities and Fund Net Assets
Liabilities
Reinsurance premiums payable
Advance contributions received
Members' funds on deposit (Note 4)

Total liabilities

Fund Net Assets

Total liabilities and fund net assets

See Notes to Financial Statements.

Balance Sheet
June 30, 2004

(with comparative amounts at june 30, 2003)

Totals
June 30
Member 2003
General Stop-loss (Memorandum
Fund Fund 2004 Only)
$ 1,301,249 § - $ 1,301,249 $ 1,540,254
5,509,363 1,827,389 7,336,752 6,441,095
65917 - 65,917 67,788
7,078 - 7,078 4,049
253 - 253 994

$ 6,883,860 $ 1,827,389 $ 8,711,249 $ 8,054,180

$ 77,069 $ - 8 77,069 $ 109,702
813,185 - 813,185 877,136
5,993,606 - 5,993,606 5,249,661
6,883,860 - 6,883,860 6,236,499

- 1,827,389 1,827,389 1,817,681

$ 6,883,860 $ 1,827,389 $ 8,711,249 $ 8,054,180
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Michigan Community College
Risk Management Authority

Statement of Revenue, Expenses, and Changes in Fund Net Assets
Year Ended june 30, 2004

(with comparative amounts for year ended June 30, 2003)

Totals
Year Ended june 30
Member 2003
General Stop-loss (Memorandum
Fund Fund 2004 Only)
Member Contributions $ 3,127,506 $ 379,045 $ 3,506,551 $ 3,393,473
Risk Management, Underwriting, and Other
Expenses
Risk management fees 211,777 - 211,777 208,977
Other professional services 76,684 - 76,684 72,824
Meeting and other expenses 48,090 - 48,090 29,563
Total risk management, underwriting,
and other expenses 336,551 - 336,551 311,364
Net Contributions Available for Claims and

Related Expenses 2,790,955 379,045 3,170,000 3,082,109
Claims and Related Expenses

Claims paid - Net of subrogation receipts

and reinsurance recoveries - 520,935 520,935 272,605
Reinsurance expense 2,651,596 - 2,651,596 2,603,873
Claims service fees 139,359 - 139,359 137,394

Total claims and related expenses 2,790,955 520,935 3,311,890 3,013,872
Excess of Revenue Over (Under) Expenses -

Before investment gain - (141,890) (141,890) 68,237
Investment Gain - 151,598 151,598 95,505
Excess of Revenue Over Expenses - 9,708 9,708 163,742
Fund Net Assets - Beginning of year - 1,817,681 1,817,681 1,653,939
Fund Net Assets - End of year $ - $ 1,827,389 $ 1,827,389 $ 1,817,681

See Notes to Financial Statements. 7
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Michigan Community College
Risk Management Authority

Statement of Cash Flows
Year Ended june 30, 2004

(with comparative amounts for year ended june 30, 2003)

Cash Flows from Operating Activities
Cash received from members
Cash payments for claims - Net of recoveries
Cash payments to suppliers for goods and services
Cash payments to members for distributions

Net cash provided by (used in) operating activities

Cash Flows from Investing Activities
Interest and dividend income
Proceeds from sale of investments
Purchase of investments

Net cash used in investing activities
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning of year
Cash and Cash Equivalents - End of year

Reconciliation of Excess of Revenue Over Expenses to Net
Cash from Operating Activities
Excess of revenue over expenses
Investment income
Change in liabilities
Change in assets
Increase in members' funds on deposit

Net cash provided by (used in) operating activities

See Notes to Financial Statements. 8

Year Ended June 30
2003
(Memorandum
2004 Only)

$ 4,063,883 $ 4,081,072
(882,505) (641,233)
(3,160,139)  (3,040,135)

(46,700) (12,883)
(25,461) 386,821
268,477 290,134

2,329,097 2,694,840
(2,811,118)  (3,200,363)

(213,544) (215,389)

(239,005) 171,432

1,540,254 1,368,822

$ 1,301,249 $ 1,540,254

$ 9,708 $ 163,742
(682,113) (412,371)

(96,584) 298,236
(417) 3,385
743,945 333,829

$ (25,461) $ 386,821
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Michigan Community College
Risk Management Authority

Note | -

Note 2 -

Notes to Financial Statements
June 30, 2004

Nature of Entity

The Michigan Community College Risk Management Authority (the “Authority”) was
established in July 1985 pursuant to laws of the State of Michigan, which authorize
community colleges to exercise jointly any power, privilege, or authority that each
might exercise separately. The purpose of the Authority is to administer a risk
management fund that provides the present members with loss protection for
general and auto liability, motor vehicle physical damage, and property (see Note 5).

Significant Accounting Policies

Basis of Accounting - The accompanying financial statements have been prepared
on the accrual basis of accounting.

Cash and Cash Equivalents - Cash equivalents are defined as highly liquid
investments purchased with an original maturity of less than three months. The
Authority’s cash and cash equivalents include bank deposits and money market
funds.

Investments - Investments in U.S. government securities, corporate bonds, and
certificates of deposit with an original maturity at time of purchase of one year or
less are stated at amortized cost. All other investments are recorded at fair value,
based on quoted market prices or management’s estimates.

Accounts Receivable - Accounts receivable are stated at invoice amounts. An
allowance for doubtful accounts is recognized based on a specific assessment of
member balances that remain unpaid. The allowance is determined based on
management’s estimate of the amounts recoverable from each member. Amounts
deemed to be uncollectible are written off in the period that determination is made.
No such allowance was deemed necessary at June 30, 2004.

Balance Sheet Classification - All Authority assets are liquid and no Authority
liabilities have maturity dates in excess of one year. Accordingly, no amounts are
presented as noncurrent on the Authority’s balance sheet.

Fund Accounting - To observe limitations and restrictions placed on the use of
resources available, the accounts are maintained in accordance with principles of
fund accounting. The following funds are maintained and presented in the
accompanying financial statements:
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Michigan Community College
Risk Management Authority

Notes to Financial Statements
June 30, 2004

Note 2 - Significant Accounting Policies (Continued)

Member General Fund

This fund consists of those economic resources contributed by the members that
are expendable for operational items such as risk management, underwriting,
reinsurance, and claims service expenses. Members’ funds on deposit are available
to pay amounts necessary to settle claims incurred and are refundable to members
subject to certain limitations and upon approval by the Board of Directors. Should
any member’s funds on deposit become insufficient to fund that member’s claims,
additional contributions would be assessed to that member.

The Authority functions primarily as a claims servicer for members and as a
purchasing agent for the acquisition of reinsurance. The Stop-loss Fund provides
only a minor amount of risk sharing or pooling of risks among the member colleges
(see Stop-loss Fund below). The Authority itself carries no risk; accordingly, no
reserve for future claims has been provided in the Member General Fund. The
Authority recognizes member contributions as revenue only to the extent of its
servicing expenses. All contributions in excess of servicing expenses are allocated to
members’ funds on deposit.

Stop-loss Fund

The Stop-loss Fund represents earnings accumulated by the Authority for the
purpose of funding an internal stop-loss program. Internal stop-loss contributions
were initiated in order to reduce the need to purchase reinsurance for aggregate
losses paid. Generally, losses exceeding $15,000 per occurrence or $45,000 in the
aggregate on a year-to-year basis are paid from the Stop-loss Fund. Occurrence and
aggregate limits have been established for each member college based on historical
loss experience. At any time, if the Stop-loss Fund is insufficient to fund these
member losses, the remaining liability shall become the full responsibility of the
membership, and the Board of Directors shall invoice the membership based on
each member’s contribution to total contributions. The Board of Directors may
declare a dividend to be paid from the Stop-loss Fund in the event that the fund
balance is determined to be sufficient to do so.
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Michigan Community College
Risk Management Authority

Notes to Financial Statements
Jjune 30, 2004

Note 2 - Significant Accounting Policies (Continued)

Member Contributions - Member contributions are recognized as revenue in the
year to which they apply. These contributions are determined in accordance with
the terms of the joint exercise of powers agreement, and are adjusted annually for
expenses, loss reserve, and exposure changes of the member and payments made in
excess of the member’s net contribution account. The Board of Directors may
suspend or reduce member contributions in the event that the members’ funds on
deposit and fund balance are determined to be sufficient to do so. Members may
elect to contribute amounts in excess of the contribution as determined above; such
amounts are recognized as an increase to members’ funds on deposit when
received.

Members’ Funds on Deposit - A member’s proportionate share of funds on
deposit is equal to the contributions paid by the member supplemented by
investment earnings thereon less operating expenses allocated to the member.
Certain expenses (including losses incurred, reinsurance premiums, and manager
fees) are allocated according to the actual costs incurred for each member;
investment income and other expenses are allocated on a basis determined by the
joint exercise of powers agreement.

Withdrawal from Membership - Any member may withdraw from the Authority
at the end of any fiscal year by giving at least 60 days’ notice in writing of its desire to
withdraw. A member withdrawing from the Authority while having a positive
balance in its net contribution account may withdraw such funds less projected
allocated claims expenses. Any member withdrawing from the Authority having a
negative balance in its net contribution account shall repay the Authority such
negative balance and claims expense incurred. At the request of the withdrawing
member, the Authority shall continue to service any pending claim, and the member
shall reimburse the Authority for claims expenses incurred. Reinsurance coverage
shall not be afforded a withdrawing member for claims not serviced by the
Authority.

Accounting Change

GASB Statement No. 34 - Effective July I, 2003, the Michigan Community
College Risk Management Authority implemented the provisions of Governmental
Accounting Standards Board Statement No. 34 (GASB No. 34), Basic Financial
Statements - and Management’s Discussion and Analysis - for State and Local
Governments.
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Michigan Community College
Risk Management Authority

Notes to Financial Statements
June 30, 2004

Note 3 - Deposits and Iinvestments

The Authority’s cash and cash equivalents and investments at June 30, 2004 are
composed of the following:

Carrying Value
Cash and Cash
Equivalents  Investments

Demand deposits $ 1,11395 $ -
Smith Barney money market funds 187,293 -
Equity securities - 3,617,756
Corporate bonds - 3,718,996
Total $ 1,301,249 $ 7,336,752

At year end, the deposits were reflected in the accounts of the bank (without
recognition of checks written but not yet cleared or of deposits in transit) at
$1,167,506. Of that amount, $100,000 was covered by federal depository insurance
and $1,067,506 was uninsured and uncollateralized.

The Authority’s investments in corporate bonds and equity securities are
categorized as GASB Risk Category 2, uninsured and unregistered, with securities
held by the counterparty’s trust department or agent in the entity’s name.

The Authority’s investments experienced a net gain of $680,242 for the year ended
June 30, 2004. Investment gain of $151,598 was reflected as income in the Stop-loss
Fund, with a remaining gain of $528,644 reflected as an increase to members’ funds
on deposit.
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Michigan Community College
Risk Management Authority

Notes to Financial Statements
June 30, 2004

Note 4 - Change in Members’ Funds on Deposit

During the year ended June 30, 2004, the members’ funds on deposit account
reflected the following activity:

Members' funds on deposit - July 1, 2003 $ 5,249,661
Total member contributions 4, 27,093
Investment gain 528,644
Transfers to Stop-loss Fund (379,045)
Claims paid - Net of subrogation and reinsurance recoveries (358,541)
Treaty reinsurance purchased for members (2,651,596)
Risk management, underwriting, claims service, and other expenses (475,910)
Distributions to members (46,700)
Members' funds on deposit - june 30, 2004 $ 5,993,606

Note 5 - Reinsurance

The Authority has entered into specific reinsurance agreements providing for loss
coverage in excess of the amounts to be retained by the members. Each member is
liable for the portion reinsured to the extent that any reinsurer does not meet the
obligations for claims assumed under the reinsurance agreements. To minimize the
members’ exposure to significant losses from reinsurer insolvencies, the Authority
evaluates the financial condition of its reinsurers and monitors concentrations of
credit risk arising from similar geographic regions, activities, or economic
characteristics of the reinsurers.
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Michigan Community College
Risk Management Authority

Notes to Financial Statements
June 30, 2004

Note 5 - Reinsurance (Continued)

Reinsurance coverage is provided to members as follows for the 2003-2004
insurance periods:

Authority's
Member Specific Coverage
Line of Coverage Deductible  Retention Limit

Property $ 1,000 $ 100,000 To the limits

required

Automobile physical damage:

Per vehicle 500 10,000 $ 300,000
Per occurrence N/A 10,000 650,000
Liability and other - 100,000 15,000,000

The Authority has paid claims net of reinsurance recoveries and subrogation receipts
for the year ended June 30, 2004 as follows:

Claims paid $ 936,825

Reinsurance recoveries (57,349)
Net claims paid 879,476

Paid by Stop-loss Fund (520,935)
Claims paid by members' funds on deposit $ 358,541

In addition, the Authority purchases insurance for certain risks not covered by the
reinsurance agreements.

Note 6 - Federal Income Taxes

The Authority is a self-insurance entity operating pursuant to the State of Michigan
Public Act 138 of 1982. This law allows community colleges to provide joint funding
for risk management and self-insurance purposes. In the opinion of management
and legal counsel, the Authority is a governmental agency and, as such, no provision
for federal income taxes is required.
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Fax: 248.375.7101
- plantemoran.com

To the Board of Directors
Michigan Community College
Risk Management Authority

- We have audited the financial statements of the Michigan Community College Risk Management
Authority for the year ended June 30, 2004. Our audit was made for the purpose of forming an
opinion on the basic financial statements taken as a whole. The accompanying schedule of
changes in members’ funds on deposit - by member is presented for the purpose of additional
analysis and is not a required part of the basic financial statements. Such information has been

- subjected to the procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken
as a whole.

i- %fM,PLLC

August 4, 2004

A member of

L - A worldwide association ol independent accounting firms
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